BALANCE SHEET PRIMER FOR CITY COUNCIL

. Private Corporations must follow GAAP (Generally Accepted Accounting
Principles) and FASB (Financial Accounting Standards Board). The City’s
Proprietary Funds (Enterprise and Internal Service) follow similar standards.

. Governments must follow GAAP Generally Accepted Accounting
Principles and GASB (Governmental Accounting Standards Board). Our
General Fund, Special Revenue, Debt Service, and Capital Projects Funds.

. How the Balance Sheet Works

The balance sheet is divided into two parts that, based on the following
equation, must equal each other, or balance each other out. The main
formula behind balance sheets is:

ASSETS = LIABILITIES + EQUITY(Fund Balance or Net Position)
WORKING CAPITAL = Current Assets —Current Liabilities
This equals the liquid funds on hand to pay current expenses.

. The above equation does not change regardless of what type of balance sheet
you are looking at. What does change is what is or is not included under
each category, i.e. proprietary or governmental.

. It is important to note that a balance sheet is a snapshot of the company's
financial position at a single point in time, 12-31 for the City.

. Current Assets

Current assets have a life span of one year or less, meaning they can be
converted easily into cash. Such assets classes include cash and cash
equivalents, accounts receivable and inventory. Cash, the most fundamental



of current assets, also includes non-restricted bank accounts and checks.
Cash equivalents are very safe assets that can be readily converted into cash;
U.S. Treasuries are one such example. Accounts receivables consist of the

short-term obligations owed to the City by its users, such as water and sewer
bills.

7. Non-Current Assets
Non-current assets are assets that are not turned into cash easily, are
notexpected to be turned into cash within a year and/or have a lifespan of
more than a year. They can refer to tangible assets such as machinery,
computers, streets, sewers, infrastructure, buildings and land.

8. Depreciation is calculated and deducted from most of these assets, which
represents the economic cost of the asset over its useful life.

9. Fund balance is the difference betweea assets and liabilities—in essence,
what would be left over if the assets were used to satisty the liabilities. It is,
quite literally, the balance of each fund.

10.The final component of the balance sheet is a reconciliation—a crosswalk
between total fund balance and total governmental activities net assets in the
government-wide statement of net assets as required by GASB 34,
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